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ITALIAN KEY ECONOMIC INDICATORS 


All values in million of U.S. dollars and represent period averages unless otherwise 


indicated. Exchange rate used: lire/$ for 1990 = 1198; 1991 = 1241; 1992 = 1200. 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 

Per capita GDP, Current Prices 
GDP at Constant (1985) Prices 
National Income, Current Prices 
Plant, Equipment and Transport 
-Investment at 1980 Prices 
Indices: 

-Industrial Production (1985=100) 
-Labor Productivity (1990=100) 
-Industrial Wage (1990=100) 
-Labor Force (1,000) 
-Unemployment Rate 


MONEY AND PRICES 

Money Supply (M2) 

Prime Rate 

Producer Prices (1990=100) 
Cost of Living (1989=100) 


BALANCE OF PAYMENTS AND TRADE 
International Reserves 
Current Account 
Balance on Trade Account (FOB/FOB) 
Balance on Trade Account (FOB/CIF) 
Exports, FOB 
U.S. Share, composed of: 
Mechanical Products 
Textiles and Apparel 
Metal Products 
Transportation Equipment 
Chemical Products 
Food and Agricultural products 
Energy Products 
Other 
Imports, CIF 
U.S. Share, composed of: 
Mechanical Products 
Chemical Products 
Energy Products 
Food and Agricultural products 
Transportation Equipment 
Textiles and Apparel 
Metal Products 
Other 


* Note: This report was prepared March, 1992. 


1990 


1,090,846 


18,917 
492,447 
983,386 


56,830 


117.8 
100.0 
100.0 
24,147 
11.4 


730,667 
13.3 
100.0 
106.1 


91,501 
-14,477 
470 
-11,844 
169,879 
12,952 
2,748 
2,449 
1,479 
1,692 
889 

769 

295 
2,631 
181,723 
9,265 
3,109 
1,167 
920 

672 

871 

211 

247 
2,068 


i991 


1,144,920 


19,816 
496,882 


1,031,903 


56,262 


115.3 
98.6 
109.8 
24,244 
10.9 


756,135 
12.8 
103.3 
112.9 


79,743 
-18,936 
-242 
-12,912 
169,014 
11,644 
2,403 
2,431 
1,397 
1,586 
891 

748 

287 
2,201 
181,926 
10,171 
3,249 
1,276 
994 

618 
1,617 
255 

218 
1,944 


All 1992 data are estimates. 


1992 * 


1,274,354 


22,064 
503,299 


1,149,331 


56,570 


117.0 
100.6 
nea. 
24,361 
11.1 


814,572 
n.a. 
105.4 
119.2 


n.a. 
-22,270 
-1,140 
-14,907 
182,741 
nea. 
n.a. 
n.a. 
n.a. 
n.a. 
nea. 
n.a. 
n.a. 
n.a. 
197,648 
nea. 
n.a. 
nea. 
n.a. 
n.a. 
n.a. 
n.a. 
nea. 
nea. 


Sources: ISTAT, Bank of Italy, Government Economic Report and Forecasting Report, ISCO 





SUMMARY 


Italy’s economy expanded rapidly through most of the 1980s, with real annual GDP 
growth of about 3 percent from 1984-1990. The pace of Italy’s economic expansion 
began to slow in mid-1990. This trend continued in 1991. Real growth increased an 
estimated 0.9 percent in 1991, with a decline in investment slowing consumption-led 
GDP growth. Inflation at 6.4 percent in 1991 remains a problem for Italy, along with 
continued problems of competitiveness in Italian industry and the need for greater 
fiscal discipline. Italy’s budget deficit, which exceeded 10 percent of GDP in 1991, 
is another serious problem which Italy must deal with if it is to move forward with 
the European Economic and Monetary Union (EMU). Still, Italy should remain an 
excellent target for US suppliers. 


T 
li nomy in 1 


The pace of Italy’s economic expansion began to slow in mid-1990. The slowdown 
continued throughout most of 1991. Data are not yet available for 1991 as a whole, 


but real GDP was up only 1.1 percent from the first three quarters of 1990 compared 
with the first three quarters of 1991. Real growth is estimated to have increased 0.9 
percent for the full year, with a decline in investment slowing consumption-led GDP 
growth. The slow growth in 1991 was due to the continuing decline in industrial 
production and slower growth of the services sector, which was not adequate to 
compensate for the downturn in industry. 


Growth in domestic demand slowed from 1.9 percent in 1990 to 1.4 percent in 1991, 
with particular weakness in investment. Investment fell an estimated 0.3 percent from 
1990 to 1991 due to a small increase in construction combined with a 1.0 percent 
decrease in machinery and equipment. Consumption is expected to have grown 2.4 
percent for the year, while export volume is expected to have increased by only 0.5 
percent. 


Economic policies pursued by the government in 1991 were little changed from 
previous years. Once again fiscal policy was more expansionary than originally 
announced. The final budget deficit was higher than both the original and the 
September 1991 targets. The deficit for 1991 was 152.3 trillion lire, 10.7 percent of 
GDP. Deficit targets have been exceeded because revenues have been lower than 





4 


expected, while spending has been higher. In general, the government has been unable 
or unwilling to reduce public spending, particularly for health, wages, pensions, and 
local government. On the positive side, the government has reduced the "primary" 
deficit (the state sector deficit less interest payments). The primary deficit has fallen 
from 2.3 percent of GDP in 1989, to 1.1 percent of GDP in 1990, to 0.5 percent of 
GDP in 1991. 


On the monetary side, in 1991 the Bank of Italy (BOI) followed a policy of 
maintaining liquidity at a level sufficient to aid in the placement of Treasury 
securities. Thus, to a great extent monetary policy was determined by the 
government’s large budget deficit. In addition, monetary policy is affected by 
economic policies of other European Community countries. The Bank of Italy must 
keep Italian interest rates sufficiently above German rates to keep the lira within the 
narrow fluctuation band of the Exchange Rate Mechanism (ERM). 


Despite the large budget deficit, the BOI succeeded in reducing the rate of monetary 
growth in 1991. Money supply (the main monetary variable targeted by the BOI and 
measured net of banks’ repurchasing operations) increased 8.9 percent from December 
1990 to December 1991 -- slightly above the BOI’s 5-8 percent target range for 1991. 
Other monetary aggregates rose above their target rates. From December 1990 to 
December 1991, total domestic credit increased by 13.4 percent, compared with the 
target growth rate of 10 percent. There are a number of factors which might explain 
the high monetary growth, which occurred while the economy was slowing. Bank 
lending was expanding into new areas such as consumer credit; company borrowing 
was increasing to cover liquidity problems; and large Italian corporations with low 
borrowing costs were speculating in financial markets. 


Wage policy has been of increasing concern in Italy because of the impact of wage 
increases on inflation and on Italy’s international competitiveness. On the other hand, 


generous wage settlements have stimulated consumer demand and the economic 
expansion. 


Wage settlements concluded in 1990 along with the automatic cost-of-living wage 
adjustments ("scala mobile") resulted in nominal overall wage increases of 9.1 percent 
from 1990 to 1991, 2.7 percent in real terms (deflated by the increase in the cost of 
living). The major concern of business, economists, and government officials is the 
impact of high wage increases on unit labor costs. With low or negative growth in 
productivity, unit labor costs in the industrial sector rose 8.1 percent and 8.7 percent 
in 1990 and 1991, respectively. These growth rates are much higher than those of 
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Italy’s European Community trading partners and have contributed to a "crisis of 
competitiveness" in Italian industry. 


Inflation remains a major problem for Italy, particularly as it looks toward the 
European Economic and Monetary Union (EMU). The cost of living (COL) 
increased 6.4 percent in 1991 compared with 6.1 percent in 1990. In 1991, the 
deflationary impact of the external sector was more than offset by inflationary internal 


factors. Increases in administered tariffs, taxes, and wages all contributed to the rise 
in inflation. 


Along with high wage costs, the relatively high rate of inflation in Italy has 
contributed to the loss of competitiveness. With the lira in the narrow band of the 
ERM, devaluation is no longer an available means to offset Italy’s high inflation rate 
and to restore Italian industry’s competitiveness. Italian producer prices have 
increased at a slower rate than consumer prices. Producer prices increased 4.1 
percent in 1990 and 3.3 percent in 1991, primarily because of the increased level of 
international competition in the producer goods areas. Italian producers have kept 
price increases low, resulting in lower profits, rather than lose market share. 


The external sector is another area of concern, although the deficit on the current 
account of the balance of payments has not yet reached the point of becoming a 
serious constraint on domestic economic growth. Concerns focus on what appears to 
be a structural deterioration in the invisibles account. The net outflows on the 
investment income account have been rising as foreign investors have increased their 
purchases of high-yielding Italian Treasury securities. To cover this current account 
outflow, greater capital inflows are needed, which in turn increase the current account 
outflows from the investment income account. Figures in 1991 tend to underestimate 
Italy’s current account problems because a change in the method of calculating 
tourism flows resulted in a large increase in the tourism surplus (almost 3 trillion lire) 
that does not reflect a real improvement in this account. Italy’s balance-of-payments 
problems are compounded by poor export performance. The double digit rate of 
growth of exports just a few years ago has slowed to a 3.1 percent increase in exports 
in 1991. After years of cutting profits in order to retain market share, Italian 
exporters are ill-placed to maintain their competitive edge in the face of continuing 
high inflation and labor costs. The deterioration in the current account in 1991 
coincided with a sharp drop in net capital inflows, although capital flows were more 
than sufficient to cover the current account deficit. 


Despite the slowdown in economic growth, high rates of personal consumption make 
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Italy an attractive market for other countries’ exports. The United States has the fifth 
largest share of the Italian market (5.6 percent) after Germany (20.9 percent), France 
(14.2 percent), and the United Kingdom and the Netherlands (both with 5.7 percent). 


he Outlook for 1992 


The government’s economic strategy for 1992 calls for a reduction in inflation and 


a reduction in the budget deficit as a percentage of GDP. Economic growth is 
expected to be moderate. 


The 1992 budget package is aimed at holding the state sector deficit to 127.8 trillion 
lire, 8.4 percent of GDP. However, unless a new government formed following the 
April 1992 elections moves quickly and decisively, the state sector deficit could be 
over 160 trillion lire in 1992, and once again more than 10 percent of GDP. 


GDP will grow by an estimated 1.3 percent in 1992. The recovery in 1992 is based 
mostly on the end of the cyclical downturn in industry. However, the recovery is 
expected to be weaker than in previous years because of the continued problems of 
competitiveness and the need for greater fiscal discipline. Consumer demand is 
expected to register stable growth in 1992, reflecting lower wage increases. 
Investment is expected to rise an estimated 0.5 percent in 1992. This is due to 


modest growth in construction combined with an increase in machinery and equipment 
investment of 0.5 percent in 1992. 


Monetary policy will continue to be determined to a great extent by fiscal policy and 
monetary policies of other European countries. Inflation will remain at levels higher 
than other EC countries, between 5 and 6 percent. The BOI has lowered its target 
for money supply growth in 1992 to 5-7 percent versus 5-8 percent in 1991. 


In regards to wage policy, as part of its 1992 budget package, the government intends 
to limit public sector wage increases to the targeted 1992 inflation rate of 4.5 percent. 
In December 1991, representatives of Italian unions, industry, and the government 
agreed not to renew the expiring scala mobile system of wage indexation, though the 
future of the scala mobile is still disputed. Discussions on salary reform are expected 
to resume in June 1992, although it is unlikely that anytime in the near future Italy 
will reduce labor costs to the EC average. 


In the external sector, the recovery of domestic demand should boost imports, while 
exports will grow if there is an upturn in demand abroad. Italy will continue to 
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register a trade deficit, rising to 2.7 trillion lire in 1992, 0.2 percent of GDP. A 
sharp drop in demand abroad, particularly in Germany, could cause a larger 
deterioration in Italy’s trade deficit. In 1992, the weakness of Italy’s balance of 
payments will continue to be in the invisibles section of the current account, 
particularly the deficit on investment income and in tourism. Due to the relatively 
high interest rates in Italy, the capital account should continue to register a surplus. 
PART B - IMPLICATIONS FOR U.S. BUSINESSES | 


Recent economic developments have affected Italy’s 
foreign trade. The combined effects of the Gulf War, 
rising unit labor costs, the economic slowdown in the 
United States, Germany, and Japan, and the continuing 
instability in some parts of Eastern Europe -- including 
at the border -- contributed to put Italy "in the red" in 
terms of its trade in 1991. 


Italy’s exports of traditional high value consumer products (designer apparel, 
footwear, and jewelry) to the United States and the Mid-East have slowed down, 


while exports of capital goods have been hit by delayed investment plans. So far, 


these developments have not affected imports, which continue to grow, albeit at a 
slower rate. 


Concurrently, Italy’s foreign trade is becoming more integrated with that of its EC 
partners with a substantial improvement in Italy’s exports to Germany, and growing 
imports from France, the Netherlands (some of which may be of U.S. origin) and the 
United Kingdom. The United States remains one of Italy’s most important trading 
partners. The U.S. market share of total Italian imports now stands below 6 percent 
(slightly up from last year). 


Nevertheless, U.S. exports to Italy continued to grow by about 8 percent in 1991. 
This growth rate is computed from U.S. Department of Commerce trade figures. The 
increase was 13.7 percent using Italian trade statistics. The U.S. trade deficit with 
Italy decreased by a third of its 1990 value, to approximately $3 billion ($1.5 billion 
by Italian figures). According to U.S. data and, even more, according to Italian 
statistics, prospects for increased U.S. sales are excellent and will closely match the 
growing consumer demand. Short of a severe economic crisis, the growth of imports 
should continue, as Italians appear to dip into their substantial savings to keep on 
spending. Apart from large single items such as aircraft and parts (+$200 million), 
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all import categories from the United States, particularly industrial goods, benefitted 
from the growth -- notably textiles, organic chemicals, electronic equipment and 
accessories, medical and pharmaceutical preparations and equipment, but also toys and 
sporting goods. The year 1992 started in a climate of political uncertainty which 
should continue until after the elections in April, but should have little significant 
impact on U.S. or Italian bilateral trade. The proximity of the January 1, 1993 
deadline of the European Single Market has spurred the Italian authorities to take 
action. Before the Italian Parliament closed down in late January 1992, several laws 
were passed to implement EC directives, with the objective of closing the gap 
between Italy and its EC partners. It is too early to determine how effectively these 
laws will be implemented, but the progress should help U.S. businesses with more 
transparent rules. Among laws of interest to U.S. exporters are those concerning 
export controls, toy safety, deregulation in telecommunications terminal equipment, 
government procurement in utilities (telecommunications, energy, water and energy), 
packaging and labeling, and cosmetics. Still pending is long-awaited application of 


software copyright protection, and a bill on the liberalization of the national health 
system. 


Government procurement in general is still not transparent enough. The U.S. 
Embassy in Rome has been active in identifying, on behalf of U.S. business, potential 
opportunities in automation in large government entities. While these opportunities 
are substantial, it should be noted that, to have a real shot at the business, U.S. 
producers need to form partnerships with Italian associates, as there is a strong bias 
to favor Italian firms, especially if they originate from the large para-statal sector. 


The 1993 deadline has also made Italians painfully aware of the decaying state of 
Italy’s telecommunications, road, post, urban transport, water, and railway 
infrastructure. Progress has been made in some fields. STET -- the Italian 
state-owned telecom holding -- announced investments of over $30 billion in the next 
four years to modernize the telephone system. The Italian railways are now 
committed to a high speed train system that would interconnect with the French TGV 
network. Five large Italian cities (Rome, Milan, Naples, Turin, and Genoa) also 
obtained funding to upgrade their underground mass transit systems. Several potential 
environmental disasters have also allowed the Ministry of Environment to issue 
regulations and decrees concerning coastal and beach pollution, industrial waste, and 
the collection and disposal of hazardous waste. 
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The commercial sections at the U.S. Embassy and Consulates in Italy have earmarked 
40 “best prospect" sectors for U.S. businesses for which Industry Sector Analyses, 
or alert reports, exist or are in preparation. These can be obtained by consulting the 
National Trade Data Bank available at the U.S. and Foreign Commercial Service 
district offices or at hundreds of public and specialized libraries throughout the United 


States, or by consulting U.S. posts in Italy. Here follow summaries of some of the 
most promising sectors: 


m r ware an rvi 


The computer software and services market in Italy reported an increase of 18.4 
percent in 1990. Software demand is in quality, advanced products. The expansion 
of the Unix market, now accounting for 76.3 percent of the total market for 
workstations, promises well for software based on Unix systems. The CAD/CAM 
market continues to show vitality, as does demand for artificial intelligence. The 
United States should continue to be Italy’s number one supplier of software (65 
percent of total imports are of American origin). 


Computers and Peripherals 


Imports for computers and peripherals will still play an important role, and the United 
States is expected to maintain its leading position, as American firms are regarded as 
world industry leaders offering a high level of sophistication, engineering design, 
reliability, and performance. Major growth is expected in the areas of workstations 
based on both conventional and RISC processors, and, to a lesser extent, personal 
computers. 


llution Control ipment an rvi 


Growth of the pollution control equipment and services is expected to continue, 
especially in view of the recent adoption of new, more restrictive environmental 
regulations to comply with the European Community directives, and due also to 
Government of Italy program funding. In the short/medium term, the most interesting 
business opportunities in Italy will be offered by dumping site technology, 
incineration, recycling/recovery technology, and refuse fuel technology. 
Environmental services (including management of water purification plants, and 
collection and management of solid hazardous and nonhazardous wastes) are becoming 
more and more important, representing a hefty portion of the market demand. Air 
and water treatment should continue to represent good market segments. Italian 
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industry is largely dependent on foreign expertise for the supply of both know-how 
and instrumentation, and U.S. technology and standards are highly regarded and 
recognized, so receptivity will remain high for sophisticated U.S. products, 
technologies, and services. American companies that team up with well-established 
local engineering firms which have the support of a civil contractor have the highest 
chance of success. 


Telecommunication i rvi 


The development of satellite systems for the business community, installation of 
optical fiber cables, the fastest rate of conversion to digital switching in the world, 
the dramatically growing market for cellular radio and portable network services are 
a few examples of the expansion the Italian marketplace is going through. U.S. 
companies should look at telecommunications accessories and peripheral products and 
value-added-services as the most promising subsectors to include in their market 
plans. Thanks to the proliferation of local and regional televisions and radio stations, 
there is steady demand for state-of-the-art broadcasting equipment and accessories. 


Avioni nd Groun i n 


The Italian market for avionics and ground support equipment and systems continued 
to witness a slow but constant growth, confirming past year trends. Through 1992, 
the "National Space Program," the "Finalized Project for the Aircraft Industry," and 
the "Joint Venture Law" should be fully implemented, ready for renewal and 
refinancing. Therefore, avionics and ground support equipment purchases should 
increase while substantial investments and expenditures are planned for airport 
expansions, upgrading of infrastructures, ground support, ATC equipment, and 
systems maintenance. Imports should remain high and maintain the present upward 
trend through 1992. 


Of particular interest are the projects for the overhaul of Milan airports (Linate and 
the upgrading of Milan’s intercontinental airport into a new state-of-the-art, Malpensa 
2000), the project for a new intercontinental airport in Naples, and the emergence of 
larger regional airports such as Florence, Pisa, Bologna, and Bari. 


Films and Videos 


The U.S. dominance of this market was confirmed in 1991. It is estimated that 
American movies accounted for over 60 percent of box office revenues, while Italian 
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movies barely reached 20 percent. The constant decline in the level of theater 
audiences has been balanced by the exceptional growth of the market for home video 
programs and, to a lesser extent, for TV programs. The home video market is 
estimated to have reached almost 600 trillion lire in 1991 (approximately $490 
million) compared with $434 million in 1989. U.S. movies have had the lion’s share, 
with about 80 percent of the titles rented or purchased. TV also represents an 
excellent business for U.S.-made fiction products. Nearly 50 percent of the movies 
shown by major TV networks are American. Films are still in the highest demand, 
but serials, soap operas, situation comedies, and sport and musical events should 
become more and more important. The 1989 EC Broadcast Directive, the proposed 
Italian Film Law, together with several plans to give new momentum to European 
cinema and to protect the market from "American dominance," may affect the 
exceptional U.S. performance. Alliances, cooperation, and coproduction agreements 
with Italian or European partners may represent a safe strategy for U.S. companies 
in the future. Video piracy remains a problem area. 


Franchising 


Italy’s franchising industry is in full expansion. Italy is fourth after France, 
Germany, and Great Britain in terms of franchises. There are presently 210 


franchisers selling through approximately 10,000 outlets. Apparel alone represents 
46 percent of the market. Personal services and restaurants rank seventh and eighth 
respectively. Foreign groups are slowly making their way into the Italian market, so 
far in a limited number of sectors which include footwear (Bata shoes), baby and 
maternity wear (Prenatal), and fast food (McDonald’s has recently opened its fourth 
outlet in Rome and four others are now operating throughout Italy). 


There are bright opportunities ahead in Italy, as new continent-wide patterns and 
trends in commerce, distribution, consumption habits, and special tastes emerge. 
U.S. franchisers should look at these opportunities and develop networks in Italy on 
a large scale. 


hericnlinral C sit | Food Prod 


Italy represents a billion dollar market for U.S. agricultural exports. The United 
States is a major supplier of forest products, cotton, wheat, corn gluten feed, tobacco, 
oilseeds, seeds for planting, nuts, and hides and skins. Health and sanitary issues will 
continue to figure in U.S.-Italian agricultural trade issues, foreshadowing the 
possibility of further controversial issues as January 1, 1993 approaches. The level 
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of the U.S. dollar will have a bearing on exports to Italy, particularly of 
consumer-oriented products, cotton, and wood products. The unification of the EC 
market by 1993 is likely to both help and hinder U.S. exports to Italy. On the 
positive side, standardized sanitary, health, food additive, and labeling requirements 
should make it unnecessary for exports to develop separate product formulations and 
packaging to meet rules now unique to Italy. In addition, EC market integration may 
bolster the current trend toward greater acceptance of nontraditional foods by Italian 
consumers. On the other hand, U.S. exporters can expect to face greater competition 
from suppliers throughout the EC as the existing barriers to intra-EC trade are 
dismantled. 


Te Promoti n in istan 


The U.S. Foreign and Commercial Service in Italy is committed to expanding U.S. 
exports to this market. While some sectors may appear more promising than others, 
any U.S.-made product can make it here, provided U.S. exporters are prepared to 
spend some time canvassing the market and to learn about the business practices of 
Italy, which has a highly fragmented and regionalized distribution system. The 
following trade events are planned for the late Spring/Fall of 1992: 

- Medical/Instrumentation Matchmaker - Milan - June 1992 

- Industrial Air Conditioning Matchmaker - Milan - October 1992 

- Pollution Control Matchmaker - Milan - November 1992 

- Sporting Goods Matchmaker - Milan - December 1992 

In addition, the U.S. posts in Milan and Rome have offered to many American 
companies the opportunity to either launch their products in Italy through the Single 
Company Promotion, or to arrange appointments with selected prospects through the 
Gold Key Service. Interested companies should contact the US&FCS in Milan or 
Rome. American firms with a serious business interest in exporting may contact the 
following persons to obtain information on exporting to Italy: 

Keith Bovetti Boyce Fitzpatrick 

Minister Counsellor Italy Desk Officer, Room 3043 

American Embassy Rome U.S. Department of Commerce 

APO AE 09624 Washington, DC 20230 

Tel 39 6 4674-2202 TEL (202) 377-2177 

FAX 39 6 4674-2113 FAX (202) 377-28997 


American firms interested in exporting should be aware of the 
National Trade Data Bank (NTDB). The NTDB has been designed to 
bring a vast array of trade statistics and marketing information 
together for ease of access. The NTDB is available for use in any 
Commerce Department district office and at many libraries, and is 
available for direct purchase by the public. For additional 
information call the NTDB Help Line: (202) 377-1986. 


*U.S. Government Printing Office : 1992 - 311-913/40048 





